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Corporate Foreign Tax Credit, 1990: A Geographic
Focus on Large U.S. Corperations

By Sarah E. Nutter

U.S. corporations are subject to tax on income from all
sources; whether earned at home or abroad. To help
prevent double taxation, however, the Internal Revenue:
Code allows taxpayers to offset some of their U.S. tax
with a credit for taxes paid to foreign governments on. .
income earned in foreign countries. Large U.S. corpora-
tions--with total assets of $500 million or more--earned
$93.4 billion of their “taxable income” overseas in 1990
and claimed $23.4 billion in foreign tax credits for that
year. Nearly 94 percent of the total foreign tax credit
reported by all corporations for 1990 was claimed by
these 662 companies;.overall, these companies repre-
sented just over 20.percent of all large U.S. corporations,
About 38 percent of the foreign-source taxable incorme
__and around 45. percent of the foreign taxes reported by

This Issue at a Glance , Lo

large corporations resulted from income earned in.the
United Kingdom, Canada, Japan, and West Germany, in'
that order. The top industrial categories represented by
large corporations claiming the credit were manufactur-

. ing--especially, petroleum, machinery:(except electrical),
chemicals and-allied products, and motor vehicles and
equipment--and, to-a far lesser extent, finance, insurance,
and real. estate--espemally bankmg and insurance.

Domestlc corporatlons controlled by Forelgn
Persons, 1991

By James R. Hobbs i

For 1991, income tax returns filed with the Internal Rev-
enue Service showed that about 1.3 percent of all U.S.
corporations were foreign “controlled,” typically as sub-
sidiaries of foreign parent companies that had either:
bought controlling interests-in on-going U.S. businesses. or
had incorporated new businesses in the United States.
These 48,247 domestic corporations, 50-percent-or-more
owned by a foreign “person,” accounted for 10.0 percent
of the receipts and 9.6 percent of the assets reported by all
corporations on their U.S. income tax returns--continuing
a trend of growing foreign investment in the United States
through domestic corporations. For 1991, foreign-con-
trolled domestic corporations generated $1.1 trillion of
worldwide receipts and reported $1.8 trillion in total
assets, although their net income (less deficit) continued to
drop, from $4.0 biltion for 1990 to -$4 9 billion for 1991.
Corporations controlled by “persons” in Japan ranked first
in terms of recelpts with over 27 percent of the total. The
Umted ngdom ranked second. Nearly three- fourths of

the worldwide receipts reported by foreign-controlled U.S.
companies were primarily from manufacturers or whole-
salers. This article also presents the first statistics on the
2,883 domestic corporations in which a foreign “person”
owned between 25 and 49 percent of the stock.

Environmental Excise Taxes, 1992

By Sara P. Boroshok

Since 1980, Congress has imposed environmental excise
taxes on petroleum products and certain chemicals to help

.finance the clean-up of hazardous substance and toxic

waste sites. . For. 1992, these taxes (excluding taxes on
ozone-depleting chemicals) amounted to $1.1 billion, 75
percent of which was credited to the Hazardous Substance
Trust Fund (or Superfund) and 25 percent of which was -
assigned to the Oil Spill Liability Trust Fund. There were
764 businesses that reported environmental excise taxes. -
for 1992; the average tax was about $1.5 million per
business. The top 20 of these businesses accounted for
ments), the top ﬁve, alone reported $0.3 bllhon or nearly
one-third of the total. Almost three-quarters of environ-
mental taxes was attributable to petroleum, 21 percent to
petrochemicals, and the balance to inorganic chemicals
and imported chemical substances. The most noticeable . _
change in taxes was for companies reporting imported
chemical substance taxes; these taxes fell 22 percent for -
1992, after rising by almost 50 percent the previous year.
Other changes were far less dramatlc

High-Income Tax Retums for 1991 _
The Tax Reform Act of 1976 called for the annual publlca-

- tion of data on 1nd1v1dua1 income tax returns reporting.
| . income of.$200, 000 or more; including the number that ...

show no income tax liability and the various tax provisions
that make these returns nontaxable. Two, slightly-differ-
ent, income classifiers are'used to classify returns as high
income, the statutory concept of “adjusted gross income,”
or AGI, and a somewhat broader concept, “expanded o
income.” For 1991, there were 846,407 individual income
tax returns reporting adjusted gross income of $200,000 or
more, 0.74 percent of all returns. For the.same year, there
were 892,178 income tax returns with “expanded income”
of $200,000 or more, 0.78 percent of all returns. Either
way, the number of high-income returns rose since 1977 at
a rate higher than that for the total number of réturns. Due
to a combination of itemized deductions and statutory
exclusions, however, about 0.15 percent of those whose
AGI placed them in the high-income category for 1991,
reported no “U.S. iricome tax liability” and 0.13 percent
had no “worldwide income tax liability.” Reasons for this
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are provided based on information reported on the tax
returns; however, all data are from returns selected before
Internal Revenue Service audit examination.

Projections of Returns to be Filed in Calendar
Years 1995-2001

By Andre Palmer

Based on current trends, it is estimated that the total num-
ber of tax returns filed with the Internal Revenue Service
will grow 1.1 percent to 207.1 million in Calendar Year
(CY) 1995. This projection has been adjusted downwards,
due to a decline in the actual number of returns filed in CY
1993. An average annual growth rate of 1.3 percent is
now expected to yield 223.7 million returns by 2001.
Although the overwhelming majority of individuals will
continue to file their income tax returns “on paper,” a
decline in the proportion of regular paper returns is antici-
pated as more and more taxpayers turn to non-conven-
tional means of filing their returns--electronically through
a paid-preparer, using a touch-tone telephone (“TeleFile”),
or using an IRS-approved computer software-generated
format. This article presents projections for individual and
corporation income tax returns, partnership returns, estate
and gift tax returns, and employment and excise tax re-
turns.

Private Foundations and Charitable Trusts, 1991

Data Release

Gorporation Foreign Tax Credit, 1991

Data Release

Statistics of Income is very
pleased to announce the
selection of Daniel F. Skelly,
as the seventh Director of
SOIL Dan has been Acting
Director of SOI, since IRS
began to reorganize over a
year ago. To “introduce” you to Dan and to let you know
what his plans are for the future of SOI, we decided to
interview him. A summary of his remarks is provided
below:

New Director
of SOOI
Announced

Welcome, Dan, and congratulations on your appoint-
ment! First, can you tell us something about yourself?
I came to IRS 23 years ago, after having spent time teach-

Some Observations and Insights

ing in graduate school and as a professor of economics at
George Mason College. I earned a B.A. in history and an
M.B.A. in finance from St. Johns University in New York.
As a senior economist in SOI, I was lucky enough to get
in on the ground floor of the first IRS comprehensive
statistical study of private foundations (1974 data) and
other exempt organizations (1975 data). While I have
since become involved in many different programs, the
exempt and nonprofit sectors have continued to hold a
special fascination for me. In fact, I have written a number
of articles on exempt organizations that have appeared in
the SOI Bulletin, the Journal of Nonprofit Management
and Leadership, and Voluntas.

In 1980, I was first appointed head of the Foreign
Returns Analysis Section, where I oversaw SOI’s pro-
grams on international taxation, including corporations
claiming foreign tax credits and Controlled Foreign
Corporations. In 1982, I became a branch chief, in charge
of SOI’s special studies on exempt organizations and
estate and excise taxes, in addition to the international
statistical projects. For the past 15 months, I have been
Acting Director of SOI. The job has been a difficult one,
but everyone has been very supportive.

What is your “vision” for SOI?

I would like SOI to work more closely with the Treasury’s
Office of Tax Analysis (OTA), the Congressional Joint
Committee on Taxation (JCT), and the Commerce
Department’s Bureau of Economic Analysis (BEA), in
order to provide them with the improved data sets needed
for Federal tax policy and economic analysis. SOI also
needs to place more emphasis on better meeting the statis-
tical needs of the rest of the Internal Revenue Service,
while at the same time continuing to provide quality
products to our “external” users. Quality and timeliness
are two key components I will stress in our effort to serve
both sets of customers. Finally, I’d like SOI to continue to
play an important role as a statistical organization in the
Federal statistical community. I’d like to see us at the
forefront in technology, using our expertise and special
skills to support all of our customers.

What about personally? What role do you see for
yourself?

I look forward to leading this organization in the years
ahead. I will place emphasis on my Branch Chiefs’ as-
suming more of a role in program decision-making; on
their Section Chiefs’ playing more of a coaching role in
regard to their employees; on Sections developing greater
teamwork within and among the Branches and with other
parts of the Service; and on employees becoming more
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foresee major applications utilizing exempt organization
returns to better service IRS. I have already become
involved in interagency statistical activities through
interaction with my counterparts in these agencies, and [
consider this involvement important. I will certainly
encourage members of my staff with more specific back-
ground in these areas to play leading roles, which will get
SOI the recognition and respect we deserve. -

Do you see a changing role for us with regard to
technology?

Yes and no. I will cbntinue to .
move aggressively to build our

3 technological capabrhtles How-, .
ever, now that we aré under the R
Compliance Research function, 1.
can see that we will be expanding our role to offer com-
puter-related assistance to other areas. :

needed by SOI’s principal customers will be imaged or -
digitized, thus resulting in the need to explore alternative
approaches to capture these data. It is, therefore,
extremely important that we stay abreast of the latest
developments in TSM.

What about people? What changes do you see there?
We have lost a lot of excellent people during the hiring
freeze of the past 2 years. We need to rebuild -- bring in’
new blood; especially, good new strong candidates. © We
are also looking into developing people who will work
jointly-in our office here in Washington and 'at the IRS
service centers -- in Ogden, where our Foreign Statistics
Branch and Corporation Statistics Branch work is done, ¢
and in Cincinnati, where data for our Individual SOI
programs are processed “Talso am“w‘érkiﬁg to make. Oljr":
journeyman positions more competltlve wrth the rest of
“the Service.
As you know, I believe strongly in training and will

What do you see as your biggest challenges in the near
Juture?.

There are two miain challenges in the immediate future--

R l balancing_our role.in.serving both.IRS and.our key |

outside customers, the Office of Tax Analysis, the
Joint Committee on Taxation , and the Bureau of
'Econom1c Analys1s and :

| dealmg with the changes proposed by IRS to
-modernize our tax administration system.

Our principal customers will continue to be OTA, JCT,
and BEA, and most of our resources will be directed
towards meeting their data needs for tax policy research

and économic analyses. We have also placed more em-

phasis on providing services to other areas-of IRS through
special studies. What we need to do is to show the Ser-
vice how data we produce for OTA, JCT, -and BEA can
be of use internally and, in turn, demonstrate to our
outside customers that work we have produced for tax
administration purposes may suit their needs, as well.

As far as tax systems modernization (TSM) is con- -
cerned, IRS is moving towards imaged and-digitized data
from tax returns, that will eventually limit, if not elimi--
nate, the need for keeping paper returns on file. These
changes are bound to have major impacts on the way we,
as a statistical organization, do business. If most of the
data.we collect are available electronically, that would -
mean that we could produce data sets for our programs
faster and more accurately. More likely, not all of the data

Behind the Scenes | ' _

continue-to_support training efforts-for SOI staff. The best
way to invest in people is for them to invest in themselves.
This includes participating in professional meetings;
taking economics, statistics, and
computer-related courses, and

—availing.themselves.of_other _
educational opportunities. I also
believe that if you find the right
niche for people, they will be
better contributors.

Any last comments?

I have really enjoyed being Acting Director of SOI over
the past year or'so and I look forward to the new chal-
lenges that lie ahead. Everyone has been very supportive
and I truly appreciate that. Our SOI family is a great
group of people!  With their continued help, I'm quite.
optimistic about our future.

All of us in SOI wish Dan much success in his new
position. We are eager to work with him as he leads us
mto the 21st century.

Consultants’ Panel Meeting .

On November 4, The Brookings Institution, once again,
hosted the SOI Consultants’ Panel meeting. “The all-day
session -- co-chaired by Henry Aaron, Director of
Brookings’ Economic Studies Program; and‘Dan Skelly,
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SOI's Acting Director -- brought together nearly 70
people to discuss on-going initiatives in SOI and ideas to
meet future user needs. Participants included 13 Panel
members -- representing outside customers, primarily in
academia; SOI staff; and invited guests from the Office of
Tax Analysis, the Joint Committee on Taxation, the
Bureau of Economic Analysis, Compliance Research
(IRS), Revenue Canada Taxation, The Office of Manage-
ment and Budget, the Census Bureau, the Independent
Sector, and the Council of Economic Advisors, as well as
from private firms and research organizations.

The Panel is now in its ninth year and was originally
formed so that we, in SOI, could gain more direct and
systematic feedback from our customers. The recent
session succeeded in meeting these objectives through a
variety of formal presentations, each of which was fol-
lowed by prepared, as well as general, discussions. The
day’s events were as follows:

B The first half of the day began with SOI program
updates -- by staff members Tom Petska, Jim
Hobbs, Mike Leszcz, Dave Paris, and Karen
Cys. .

® Next, Panel member Dan Feenberg, from the
National Bureau of Economic Research, described
a historical Individual Tax Model File he is devel-
oping under contract with SOI. The resulting
public-use samples, covering most of 1960-1991,
are being prepared for release on CD-ROM early
next year. (We’ll keep you informed.)

B Then, Arthur Kennickell, from the Federal Re-
serve Board, and Louise Woodburn, of SOI,
spoke about the Fed’s Survey of Consumer Fi-
nances; Susan Hostetter, from SOI, reported on
our role in the redesign of a new North American
industry classification system; and Jeffrey
Rosenfeld, a professor from Nassau Community
College, and Panel member Jenny Wahl, from St.
Olaf College, described collaborative efforts on a
“fact book™ on estate tax statistics, covering studies
from 1916-1994.

B Afternoon sessions featured Janet Holtzblatt and
Janet McCubbin, from Treasury’s Office of Tax
Analysis, describing policy research on the earned
income tax credit; Dennis Cox, from IRS Compli-
ance Research, discussing the “tax gap”; Panel
member Phil Spilberg, from the California Fran-
chise Tax Board, reporting on statistical techniques

used to impute missing data in the California
Personal Income Tax Sample; and Barbara
Longton, Pete Sailer, and Janette Wilson, all of
SOI, presenting a progress report on the develop-
ment of a panel covering several years of data on
the sales of capital assets for the same taxpayers.

Many useful discussions took place, both as part of the
formal presentations and during the breaks, adding sub-
stantially to the overall success of the conference. Appre-
ciation for their excellent organizational effort goes, in
particular, to Ruth Schwartz and Emily Gross, who
were the principal coordinators of this fall’s event.

Recent Retirements

On October 28, 1994, Fritz
Scheuren, former Director of SOI,
retired from the IRS, having begun
his Federal Government career 31
years ago. As Director of SOI for
13 years, Fritz oversaw the sub-
stantial redesign of most SOI
programs; instituted major technological changes to bring
SOI up to the current state-of-the-art in computer technol-
ogy; introduced “total quality organization” (TQO) initia-
tives, many of which were also embraced by the rest of
the Service; introduced the SOI Bulletin and the IRS
Methodology Reports series of publications; and played a
leading role in the Federal statistical community. For the
past year, Fritz was on special assignment to the Criminal
Investigation Division of IRS, where he helped develop a
system to measure fraud in the electronic filing of indi-
vidual income tax returns. Prior to his recent tenure in
SOI, Fritz was at the Social Security Administration and
the Office of Economic Opportunity. Interestingly, he
began his Federal career in the IRS Statistics Division.
He will now be a Visiting Professor of Statistics at
George Washington University, here in Washington, D.C.
Among those leaving us at the end of 1994 was long-
time SOI staff member and “quality expert” Otto
Schwartz. Otto had over 32 years of service in the
Federal Government, all of them in quality and 28 of
them in IRS Statistics! He began his tenure with SOI in
1966, on the former Quality Control staff, and had been a
mainstay of its successor, the Quality Support Team, in
recent years. He had met and known all of the “quality
gurus” over the years, played a leading role in developing
IRS Quality Leadership Training, and participated in the
development of Joseph Juran’s book Juran on Planning

Jor Quality.
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Others who also retrred at the end of 1994 mcluded
Dorothea (Dodie) Riley of our Individual Statistics
Branch and Victor Smith of the Coordination and Publi-
cations Staff (formerly of the Brookhaven Service Center).
All the best to all of these good people!

Technology Comes to SIS
Ever-increasing demands for tax and income data have
inundated SOI’s Statistical Information Services (SIS)

;-|:Office, to the point where quicker.and more comprehen— .
=T L sive methods of data retrieval and transmlsswn are v1tally N

" needed. The answer to fulfilling many SIS data requests
may be at hand, in a new and innovative response process-
ing system, being designed under contract, for use on our
personal computers. Instead of the manually-intensive
paper environment in which we have been operatmg, data
stored in electronic format will become instantly acces-

Inquirer Telephone Written
request
Total 100.0% 100.0%
Consultant/researcher 18.2 17.2
Accounting firm 38 _ 3.8
Association 73 ' 11.2
Law firm 34 43
Other private business 8.8 S 274
College 7.0 79
Public library 0.6 0.7
Privatecitizen .- . - . 74 .- .| o 102 .
State/local Govemment - 68 . | .90 .
~Internal Revénue Servrce "159- |- 11
Congressional 55 1.7
Other Federal Government 79 _ 1.4
Foreign 05 12 -
Media - 83 - o cL25
Student . 1.6 - ‘ 0.5
Other - -

__sible, with-tables and-reports-taking-just-seconds-to-locate
and transmit directly to customers.

The new system is in the final stages of testing and -
should be ready for our use shortly. SIS staff is very
excited-about the training they have received and look
. forward to.using-the new system-to-respond-to your-re-

quests. They fully expect the néew system to significantly
" improve responsiveness to customer inquiries for all types
" of IRS and Federal statistics. With both the response

" processing system and the electronic bulletin board, users

‘should have much broader and‘faster access to SOI data,
| studies, and reports.

- Gustomer Inquiries
: Meanwhile, the volume of requests for information contin-
ues to rise; from 7,273 during 1993 to 9,380 during 1994,
a 29.0 percent increase, keeping our SIS staff quite busy.
What kind of requests did we answer in 1994? The table
below provides a summary of the' 5,042 telephone and
. written requests for data which we received during the 12-
month period ending December 31, 1994. We don’t have
a distribution of the requests for copies of statistical tables
- received through our electronic bulletin board system on a
comparable basis at this time, but it is something we will
‘provide in the future.
. Questions about the availability of SOI data, other '
- statistical services, or release dates for new publications
can usually be diréctly handled directly by the SIS staff.
"~When necessary, inquiries concerning technical details
about a project are referred to a subject-matter specialist in
one of the SOI program areas. The most recent list of
these specialists, along with a description of their projects,

Note: Detail may not add to totals because of rounding.

appears in the back of each issue of the SOI Bulletin in the
Projects and Contacts list. In addition, our staff advises

“or dirécts customers to other Govemment statistical offices

in those instances where IRS does not have the data being
requested.

Even though we are not yet fully automated we must be
doing something right because we continue to receive
letters of appreciation from customers for the timely and

~ competent services provided. We thank you for your

support and we’re looking forward to serving you -- better

~ and faster -- in 1995!

3= Upcoming Features

- The followmg are some . of the articles planned for inclu-

sion in upcoming issues of the SOI Bulletin:

m Individual Income Tax Returns, 1993 Preliminary
Data; A '
® S Corporations,. 1992; Cy
® Nonfiler Profiles, Processing Year 1993; and
B Tax-exempt Organization Busmess Income and
. Tax 1991.

Future “data releases mclude

m Estate Tax Returns, 1992 1993 and
m Foreign Recipients of U.S. Income, 1992. °




Revisions to the Fall 1994 Issue

Individual Income Tax Returns, 1993: Early Tax Estimates

On page 22:

In Table 2, All Returns: Total Income and Sources of Income, by Size of Adjusted Gross Income, the amount shown in
column 4 for "salaries and wages" on returns with adjusted gross income of $50,000 under $75,000 should be $565,381,000,
instead of $656,381,000.

Individual Foreign-Earned Income and Foreign Tax Credit, 1991

On page 122:
Tables 4 and S are shown below. Table 4 is reproduced to include data previously omitted from columns 10 and 19. Table 5
was inadvertently omitted from the Fall issue.

Table 4.- Individual Income Tax Returns With Form 2555 Exclusion or Housing Deduction: Sources of Income, Deductions, Tax litems,
and Foreign-Earned Income and Exclusions, by Size of Adjusted Gross Income
[All figures are estimates based on samples--money amounts are in thousands of dollars]

justed gross income (less deficit) . Foreign-eamed income
reported on Form 2555
Size of adjusted Number Salaries Less: foreign- Less: Taxable Foreign Total Salaries
gross income of Total and earned income housing income tax income Total and
returns wages exclusion deduction credit tax wages

_ 2) J&)] 4 )] 6) (1) (8) 9) (19
All returns, total, 220,165 8,684,328 15,990,177 9,699,838 43,519 6,753,714 839,367 933,453 13,748,634 9,784,243
Adjusted gross deficit. 12922 -128,891 419,970 491,179 258 - - 14,397 513,662 411,445
28M0.......ocnsiiren 24217 - 746,631 760,614 - - 402 241 761,965 734,180
$1 under $10,000. 71,245 217,255 2,515,023 2,531,770 2,863 10211 153 21,418 2,578,406 2,303,268
$10,000 under $25,000... 38,288 639,379 1,782,011 1,392,328 5,132 220,272 5,085 39,438 1,532,359 1,283,158
$25,000 under $50,000.. 28,637 1,042,107 2,087,673 1,340,923 6,747 643,560 24,487 87,645 1,705,370 1,309,227
$50,000 under $70,000.. 12,058 714,546 1,226,118 682,426 2,374 518,121 34,115 69,487 1,001,035 687,385
$70,000 under $100,000 11,162 938,655 1,458,883 719,353 5,652 715,636 67,569 94,840 1,187,547 746,084
$100,000 under $200,000. 13,690 1,882,845 2,612,048 1,035,493 7.761 1,556,111 219,678 184,782 2,078,195 1,082,111
$200,000 under $500,000. 6,525 1,880,507 2,131,689 606,744 7614 1,682,800 295,577 190,540 1,676,578 834,680
$500,000 under $1,000,000...... 1,020 682,670 557,664 99,135 3,282 632,351 101,985 87,462 416,766 215,403
$1,000,000 or more........... 402 815,154 452,466 39,873 1,836 774,652 90,315 143,203 296,731 177,303

Foreign-earned income reported on Form 2555—continued

Allowances,
Business or Parnership reimburse- Other Foreign-
Size of adjusted professional income Noncash ments, or Msals and toreign- earned Housing Housing
gross income income (less loss) income? expenses lodging earned income exclusion deduction
{less loss) paid by excluded income exclusion
employers? (less loss)
4y (12) (13 (4 (15) (16) {17 (18) __{19)
All returns, total 450,779 161,151 228,484 2,748,526 54,801 430,250 9,697,339 1,002,847 43,510
Adjusted gross deficit 51,658 1,808 11,859 35,063 4,194 6,023 491,178 13,336 258
Zero. " . 9,051 1,749 7,059 7,959 2,636 4,603 760,612 3,973 -
$1 under $10,000. 86,311 4,887 41,349 136,444 17,937 24,084 2,531,783 56,942 2,863
$10,000 under $25,000 46,684 9,342 27,608 161,861 10,062 13,768 1,392,337 71,687 5,131
$25,000 under $50,000. 52,509 12,529 29,648 283,547 9,320 27,231 1,340,574 116,394 6,747
$50,000 under $70,000 35,066 2,560 18,198 236,620 5,509 26,686 682,426 96,215 2,374
$70,000 under $100,000... 36,902 8,029 18,527 337,093 3,147 43,157 719,354 132,049 5,652
$100,000 under $200,000. . 46,006 21,242 31,453 790,656 1,438 108,164 1,033,868 261,914 7,761
$200,000 under $500,000. 42,300 48,559 30,086 695,108 424 126,268 606,462 201,798 7,607
$500,000 under $1,000,000. 25,035 37,799 5,707 100,913 133 32,061 98,873 33,38t 3,282
$1,000,000 or More........coune- 19,255 12,645 6,990 62,332 - 18,206 39,873 15,158 1,836

‘includes lodging, meals, and cars provided by employers, as well as other forms of noncash compensation.
2Includes allowances, reimbi or expx paid by employers for cost of living and overseas ditferentials, home leave, housing, education, and other purposes.
NOTE: Detail may not add to totals because of rounding and taxpayer reporting variations.
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Table 5.-Individual Income Tax Returns With Form 2555: Foreign-Earned Income and Exclusions, by Country
[All figures are estimates based on samples--money amounts are in thousands of dollars) . . } . i
Foreign-eamed income - N
E : . . Allowances, Less: Other Foreign-
Selected country Number |- - * Salaries Business or | Pannership | Noncash | reimbursements,| . meals foreiqn-. earned Housing Housing
of Total ‘and professional income income’ or expensss and earned income exclusion | deduction
returns , wages income (less loss) paid by lodging income exclusion .
. ) (less loss) employers? excluded (less loss) -
(1) (2) )] (4) (5) {6} (1] (8) 8) (10) ()] (12)
All geographic areas, total. 220,851 13,748,634 9,784,243 450,779 161,151 228,484 2,748,526 54,801 430,250 |9,697,339 1,002,847 43510
Canada, 20,517 1,189,420 1,006,643 81,972 13,590 - 8859 58,013 657 21,000 884,322 17,812 - 1,164
Latin America, total. 20,999 | . 989,448 - 761,447 | 25223 . 5,254 11,752 154,714 1,879 32,938 755,799 49,862 1417
Argentina, 601 44,495 ‘23,510 4,205 ° - 135 13,778 - 2,866 25,566 © 3,498 655
1,262 50,695 44,010 2,484 . - 222 4,202 22 - 42,032 321 68
. 1,234 54,454 |, 50047 . 193 |, | - 434 3,600 - . 180 45,860 . 5,133 -
il..... 2,678 159,618 105,567) .| * 2475 | . 1,221 1,068 38,076 . - . 11,213 109,658 15,965 98
. 526 18,743 " 15,979 - ' - 485 2,279 - | - 17,041 R £ <] 223
ile...... 687 39,635 29,943 1,821 - 899 ) 7,762 - -790 28,864 2,552 -
i 976 45,096 30,947 997 199 88 ‘ 9,636 - 3,230 31,269 924 -
773 31,644 25802 -|. .- 2,109 2,384 2n 1,157 " - -78 . 26,704 516 12
418 16,277 13,387 142 - 150 2,594 10 13 ' 14,040 691 -
4,960 © 263,209 202,859 | 5741 877 5,131, 39,521 579 9,660 204,164 . 13,744, 183
1,086 36,386 31,482 T 1,569 - 453 2,421 - 460 T 32,743 ' 855 119
633 21,834 17,777 L a7 5 273 |- 3,964 232 . - | - 16,317 342 d
1,544 87,375 67,546 1,403 569 856 13,283° 499 4.217 60,689 3,032 6
countries............cceveaees 3,624 119,986 102,591 |~ 2,097 - 1,287 12,442 337 1,967 | 100,852 1,515 55
1,963 77,223 64,928 5,309 - 1,688 3,731 301 1 70,267 870 12
Europe, total.... 84,488 5,755,314 3,942,036 232,352 89,748 79,690 1,179,558 3,566 235,494 |3,733,197 378,510 18,739
Austria. 1,535 80,393 64,033 51 - 364 15,109 2 581 63,732 2,913 68
Belgium.. 2,841 264,061 167,883 . 1,338 1,973 7,400 82,341 = 13,126 | 154,591} * 21,328 | 495 |
Denmark. . 387 19,836 15,227 - - 41 2,769 - 1,799 14,831 629 -
Finland. 267 12,242 11,754 - - 68 334 - 85 10,531 10 -
France 8,784 664,392 463,005 33,604 20,991 7.078 121,726 789 18,777 472,916 55,649 1,766
Germany. 25,389 1,006,173 796,992 59,138 6,337 6,188 101,965 409 35,962 768,445 30,576 1,627
Greece. 1122 42,447 35,262 " 406 - 30 5,559 19 1,208 36,225 1,602 113
Ireland. 360 23,345 18,275 1,694 - -79 2,953 - 502 17,523 583 47
ltaly..... 4,459 243,908 170,334 20,334 339 760 48,139 - 4,002 172,803 12,924 825
Luxembourg.. 21 15,299 9,175 - - 184 5,080 - 860 10,952 1,713 197
Netherlands. 2,096 - 171,332 109,781 3,483 132 3,056 47,293 748 8,337 113,047 13,820 147
— - Norway... . — ..673. ~73967- | 35718 [-- - 1,130% |- — .- |- - 278 |- — 32,183 | - -+ - - 4,659 |- 35159 -| 2845~ —3— -
Portugal.. 297, 16,483 9,863 727 - 123 5,457 - 315 11,068 1,227 -
Spain.. 2,461 157,574 111,999 3,892 518 1,887 34,554 248 4,973 | 102,582 11,521 999
Sweden.. 943 46,811 35,094 5,689 1,388 1273 2,715 - 653 35,801 . 768 461.
Switzerland. 5,611 466,402 346,163 33,704 | 2,834 2,455 " 70,055 80 11,270 316,972 32,334 1,909
1,560 69,092 59,135 |- 1,11 - 781 7,607 113 5§72 60,754 2,535 53
United Kingdom............... 23,004 2,258,920 1,396,847 60.726 55236 45.300 575,695 545 125,561 | 1,246,652 181,032 9.793
Other European * : : .
2,488 122,635 95,398 4,866 - 2,504 18,025 41 2,252 88,616 5401 238
11,367 475,124 356,632 |- 8.361 a8 11,939 83,691 541 18,214 373.754 17,745 1,098
2,381 130,744 93,341 1,081 827 4,267 28,504 1,219 3, 102,945 6,775 131
802 53,250 38,604 166 - 1,036 11,464 760 2,740 36,732 1,320 -
s 1,512 65,380 52,964 1,499 - 1,590 7,240 230 2,316 50,775 1,386 618
6,672 225,750 171,723 - . 5615 1 5,045 36,483 1,631 9,215 183,303 - 8,264 350
73,396 4,852,139 3,328,727 89,776 47,333 110,025 1,210,417 43,640 109,501 | 3,562,201 520,973 20,539
1,532 95,615 56,243 o732 - 3,152 ., 34913 3,953 3,528 69, 14,549 182
5,958 592,814 380,513 17,501 8,132 11,285 163,265 21 12,140 419,453 112,99 3,391
652 29,565 21,883 692 - 289 7.052 170 -182 22,376 1,941: 94
3,713 307,802 169,120 3,313 - 5,388 107,041 670 2361 183,852 19,723 530
5,091° 162,018 143,773 8,178 588 834 7,108 - 1,536 148,133 1,961 328
20,003 1,311,512 806,343 22,929 . 26,459 22,004 405,142 2,845 31,480 945,725 211,001 9,923
01,033 59038 | 38939 | 1162 | | _ 32 |. . . 16779 - . 1,816 | . 43801 4,346 ~ 30
T 28017 |1 112,398 81,486 4,455 . 1,220 1,837 20,909 996 3,387 90,804 6,052 315
13,143 851,121 735,536 6,857 204 31,323 102,518 29,693 4,374 665,435 11,874 819
3,056 334,713 197,574 1,672 7,855 13,212 110,077 523 4,847 227,977 59,033 1,403
351 188,394 126,056 945 - 2019 |- 54,125 108 5,357 145,645 23,030 217
4,850 339,722 240,644 6,500 605 3,681 78,750 202 9,744 251,275 29,176 1,319
1,913 136,041 82,028 4,945 533 1,272 42,826 - 4,437 87,195 11,595 487
6,111 304,619 248,589 8,895 1,738 13,287 59,909 4,461 3,428 260,697 13,701 1,499
7.884 402,105 317,460 7,786 4,398 4,443 56,998 216 11,236 311,705 15,934 539
4,877 287,727 216,084 3,346 4,398 3,313 52,139 64 8,511 208,959 14,737 456
869 38,066 27515 3,862 - 666 3,298 - 2,725 30,331 :24] a3
2,137 76,312 73,860 578 - 464 1,562 152 - 72,415 . 226 -
All other countries..............: 190 © 7,861 6,370 - - 87 1,404 - - 5,833 342 -
Hincludes lodging, meals, and cars provided by employers, as well as other forms of noncash compensation.
“Includes allowances, reimbursements or expenses paid by employers for cost of living and overseas differentiats, home leave, housing, education, and other p
NOTE: Details may not add to total bacause of rounding and taxpayer reporting variations.




Corporate Foreign Tax Gredit, 1990:
A Geographic Focus on Large U.S. Corporations

by Sarah E. Nutter

or 1990, large U.S. corporations claiming a

foreign tax credit paid nearly $25.5 billion in

taxes to foreign governments on $93.4 billion in
foreign-source taxable income. These 662 large compa-
nies, with total assets of $500 million or more, reported
foreign tax credits of $23.4 billion or 93.7 percent of the
total credit of $25.0 billion reported by all U.S. corpora-
tions claiming a foreign tax credit for that year [1]. Over-
all, nearly 20.2 percent of the 3,283 returns of U.S. corpo-
rations with total assets of $500 million or more reported
foreign tax credits.

Canada, the United Kingdom, Japan, and West Ger-
many were the leading sources of foreign income for the
large U.S. corporations claiming the credit. Together,
these four countries accounted for 37.9 percent of the
$93.4 billion in foreign-source taxable income and 45.1
percent of the $25.5 billion in current-year foreign taxes
reported by these large corporations.

Background

U.S. corporations are subject to tax on their worldwide
income [2]. The foreign tax credit provisions, first
enacted as part of the Revenue Act of 1918, allow these
U.S. corporations to offset a portion of the U.S. tax on
their worldwide income with a credit for taxes paid to a
foreign tax authority on their foreign-source income.
Throughout its history, the foreign tax credit has served to
help reduce the impact of double taxation on the same
income, first by the foreign government and, again, by the
U.S. Government.

Since its inception, the foreign tax credit provisions
have been modified many times. An “overall limitation”
on the amount of the foreign tax credit was first intro-
duced as part of the Revenue Act of 1921. Prior to this
time, taxpayers were allowed an unlimited credit that, in
effect, also allowed them to offset some of the U.S. tax on
income earned within the United States. Congress in-
cluded the overall limitation to restrict the foreign tax
credit to an amount equivalent to the U.S. tax on foreign-
source taxable income. Computationally, this limitation is
equal to the amount of U.S. tax multiplied by the ratio of
foreign-source to worldwide taxable income. Except for a
brief period following the enactment of the Internal
Revenue Code of 1954 until the passage of Public Law
86-870 in 1960, the overall limitation has been an integral
part of the foreign tax credit provisions [3].

Beginning with the passage of the Revenue Act of
1962, foreign tax credit limitations based on the type of

Sarah E. Nutter is an economist with the Foreign Returns
Analysis Section. This article was prepared under the direction
of Chris Carson, Chief.

income have also been
included in the foreign
tax credit provisions.
Initially, under the 1962
Act, Congress required
taxpayers to compute a
separate limitation for
nonbusiness interest
income. Across time, the
types of income subject
to a separate limitation
have been expanded,
especially under the Tax Reform Act of 1986. For 1990,
in addition to the overall limitation, taxpayers had to
compute a separate foreign tax credit limitation for the
following categories of foreign-source income (described
in the Explanation of Selected Terms section below):
passive income, high withholding tax interest, financial
services income, shipping income, dividends from
“noncontrolled” section 902 foreign corporations, divi-
dends from Interest Charge-Domestic International Sales
Corporations (IC-DISC’s) or former DISC’s, certain
distributions from Foreign Sales Corporations (FSC’s) or
former FSC'’s, and “all other income from outside the
United States” (often referred to as general limitation
income, due to its description on Form 1118, Computation
of Foreign Tax Credit--Corporations) [4].

In addition, Congress first allowed a carryover of
“unused” foreign taxes in the Technical Amendments Act
of 1958. For 1990, the carryover provision allowed
foreign taxes that exceeded the limitations to be carried
back 2 years and then carried forward 5 years and used as
a credit for those years, to the extent the foreign taxes did
not exceed the limitations for each year.

662 large U.S. corpora-

tions claimed a foreign

tax credit of $23.4 hil-

lion for 1990 for income
taxes paid to countries,

such as Canada, United

Kingdom, Japan, and

West Germany.

Foreign Tax Credit

Following the decline of the early 1980’s, the foreign tax
credit climbed during the latter part of the decade from
$18.9 billion for 1982 to $27.1 billion for 1988 (Figure
A). For 1990, the foreign tax credit declined from the
1988 level, falling to $25.0 billion. Because the credit
cannot exceed the amount of U.S. taxes for a particular tax
year, a portion of the fluctuation in the total foreign tax
credit may be due to changes in the level of U.S. tax
obligations for each year. Current-year foreign taxes as a
percentage of foreign-source taxable income declined
steadily from 62.4 percent for 1978 to 27.6 percent for
1990. In part, this decrease may be due to the decline in
nominal corporate tax rates that occurred in many foreign
countries during the decade of the 1980’s [5]. During this
same time period, the gap between the amount of current-
year foreign taxes reported and the foreign tax credit
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All U.S. Corporation Returns with a Foreign Tax Credit: Income Subject to U.S. Tax, Foreign-Source

Taxable Income, Curent-Year Forelgn Taxes, and Foreign Tax Credit, Tax Years 1978-1990
[Money amounts are in millions of dollars)]

. Foreign- Curmeént-
) ) . . source year foreign-
Number of income Foreign- Current- : taxable taxesasa | Foreign tax
Tax year of ' subject source =} year "~ Foreign «income as a percentage of creditas a
returns to U.S. taxable . foreign tax . percentage | foreign-source | percentage -
tax income ! taxes 2 credit of worldwide taxable of current-year
taxable " income 4 foreign taxes s
. income ? o
[§] . @) 3) @) (5) . - 6) - ) 8) -
6,039 142,562 65,150 ! 40,652 26,358 45.7 62.4 . 648
6,199 138,602 . 70,541 29,996 24,880 50.9 425 82.9
4,941 107,213 69,482 ' 22,795 18,932 " 555 38.3 . 83.1
4,841 133,136 63,588 23,328 . - 21,420 . ' 478 1 367 918 .-
4,506 - 130,826 . 65,809 . 23,103 . - 22,261 503 | 351 . . 96.4
4,230 226,313 99,875 29,427 27,110 44.1 295 92.1
-4,960 " 198,655 99,614 27,514 - 24,987 - _50.1 276" 90.8
1 For 1990, foreign-source taxable income is reported as “foreign taxable income (less loss) before adijl its,” in Table 1, cot 37 at the end of this article. . .

2 For 1990, current-year lorelgn taxes are reponed as "foreign taxes paxd accrued, and deemed paid,® in Table 1, column 43 at the end of this article.

3 Foreign-source taxable incoms (column 3) divided by income subject to U.S. tax (column 2). Worldwide taxable income is equal to U.S. income subject to tax,

“Current-year foreign taxes (column 4) divided by foreign-source taxable income (column 3), . R N

SForeign tax credit (column 5 ) divided by current-year foreign taxes.(cotumn 4). : ' o : : !

& Because limited data were collected for 1988, the amount of foreign-source taxable income {column 3) reported.is after adjustments, such as-for-allocations-of current-year U:S=source
—losses and recapture of foreign 10sses. Foreign-source taxable income shown for all other years is befors these adjustments.

claimed narrowed. The foreign tax credit as a percentage . | Industry Gomposition
* of current-year foreign taxes increased, albeit unevenly, - | U.S. corporations classified in manufacturing and in
from 64.8 percent for 1978 to 90.8 percent for 1990. For finance, insurance, and real estate accounted for the bulk
- 1990, there was nearly an even split between foreign- - | of the foreign-source taxable income, current-year foreign. - -
* source and domestic-source income for all U.S. .| taxes, and foreign tax credit claimed by all large U.S.
. corporations claiming a foreign tax credit; foreign-source - | corporations for 1990 (Figure B). Large U.S. manufactur-
income as a percentage, of worldwide taxable income for ers (led by petroleum) reported 75.5 percent, or $70.5 o
these corporations was 50.1 percent for this year [6]. _ | billion, of the total foreign-source taxable income. These

s

U.S. Corporation Returns with Total Assets of $500 Million or More and With a Foreign Tax Credit:
Foreign-Source Taxable Income, Current-Year Foreign Taxes, and Forelgn Tax Credit, by
Selected Industrial Group, Tax Year 1990

[Money amounts are in millions of dollars]

Foreign- "¢ | Average foreign tax rate '
] - . - Number - .source -} Current-year Foreign ] . Decline,
Selected industrial group of . taxable " foreign tax 19903 1986 ¢ . 1986 to
retums income ! taxes 2 credit ’ ’ 1990

‘ ) )] (2) (3) (4) () - _® - (@)

. All industries. e © 662 93,379 25528 | 23416 - 273" 35.1 7.8
Mining . 20 . 1,997 817 , 552 409 56.4 . 1558
Manufacturing, total.... 331 70,499 21,384 19,950 30.3 38.5 8.2

Chemicals and allied products ' 59 11,592 3,428 3,426 29.6 ’ 39.0 9.5
Petroleum........icoociineiinienic s 20 - 17,136 5,973 5,376 .349 © 443 9.4
Machinery, except electrical. 37 - 15,414, . 4,636 4,068 . 30.1 | . 37.8 T A 4
Motor vehicles and equipment 12 . 6,273 1,880 1,697 30.0 40.8 10.8
Transportation and public utilities 43 2,510 141 120 5.6 13.1 7.5
Wholesale and retail trade........... 49 1 2,857 . 952 | 851 333 . 36.5 3.2
Finance, insurance, and real estate 181 . 13,610 1,758 1,489 12.9 20.5 7.6
Services............ TSRO PUOIS 30 © 1,553 368 - 356 Y237 28.2 - 4.5

' For 1990, foreign-source taxable income is reported as *foreign taxable income (less loss) before adjustments,” in Table 1, column 37 at the end of this amcle

2 Cumrent-year foreign taxes are reported as "foreign taxes paid, accrued, and deemed paid,” in Table 1, column 43 at the end of this article. - [

3 Current-year foreign taxes (column 3) divided by foreign-source taxable income (column 2). Average currem year forelgn taxes for all corporations with a (orelgn tax credlt
are very similar to those reported above for those corporations with $500 miltion or mors in total assets.

4Average foreign tax rates for 1986 are for all corporation retums with a foreign tax credit.
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U.S. manufacturers also reported 83.8 percent of the
current-year foreign taxes and 85.2 percent of the foreign
tax credit claimed. Large U.S. manufacturers in the
petroleum industry, alone, reported 18.4 percent of total
foreign-source taxable income, 23.4 percent of current-
year foreign taxes, and 23.0 percent of the total foreign tax
credit claimed. Large U.S. corporations classified in
finance, insurance, and real estate, (mostly banks and
insurers,) reported 14.6 percent, or $13.6 billion, of total
foreign-source taxable income. They also accounted for
6.9 percent of current-year foreign taxes and 6.4 percent
of the total credit claimed.

Overall, the average foreign tax rate fell from 35.1
percent for 1986 to 27.3 percent for 1990 [7]. For pur-
poses of this article, the average foreign tax rate is defined
as current-year foreign taxes divided by foreign-source
taxable income. Average foreign tax rates, which de-
clined in each industrial division, dropped between 3.2
percentage points for U.S. wholesalers and retailers and
nearly 15.5 percentage points for U.S. corporations classi-
fied in mining.

Geographic Sources of Foreign Income and
Taxes
For 1990, more than 73.4 percent ($68.6 billion) of the
total $93.4 billion in foreign-source taxable income and
82.6 percent ($21.1 billion) of the $25.5 billion in current-
year foreign taxes reported by large U.S. corporations
were from Europe, Asia, and Canada (Figure C). Four
countries within these geographic regions accounted for
37.9 percent of the total foreign-source taxable income:
the United Kingdom (14.0 percent), Canada (9.8 percent),
Japan (7.7 percent), and West Germany (6.4 percent).
These same four countries were the leading sources of
foreign-source taxable income for 1986 [8]. However, the
largest amount of foreign-source taxable income for 1986
was reported for Canada rather than the United Kingdom.
Canadian-source taxable income was 16.0 percent of the
$65.8 billion of foreign-source taxable income reported by
all U.S. corporations claiming a foreign tax credit for
1986, while foreign-source taxable income generated by
the United Kingdom was 13.0 percent of the total. For
1986, Japanese- and West German-source taxable income
accounted for 9.0 percent and 8.0 percent, respectively.
For 1990, nearly three-fourths of the U.K.-source
taxable income was reported by large U.S. manufacturers
(Figure D). Those in the petroleum industry group and in
the non-electrical machinery group reported 18.0 percent
and 16.9 percent, respectively, of the $13.1 billion of
U.K.-source taxable income. The bulk of the non-
manufacturing U.K.-source taxable income was reported

by U.S. banks (12.6 percent). The industrial mix of U.S.
corporations reporting Canadian-source taxable income
differed from that of the 